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The Honorable Randy McNally, Lt. Governor
The Honorable Beth Harwell, Speaker of the House
Members of the 110th General Assembly
Cordell Hull Building
425 Fifth Avenue North
Nashville, TN 37243
Ladies and Gentlemen:

The 2017 Annual Report of the Department of Audit is submitted herewith in accordance with
Section 4-3-304, Tennessee Code Annotated.
The Department of Audit conducts audits, or ensures that audits are conducted, of state, county, and
municipal governments; utility districts; internal school funds; and other local government authorities and
agencies. Audits are also performed of state grants to nongovernmental organizations and of numerous
federal programs for state and local governments.
The work we do results in a better government, which in turn will improve the lives of all Tennesseans.
Sincerely,

Justin P. Wilson
Comptroller of the Treasury
JPW/ab
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• require that all persons, corporations or other

he General Assembly created the Department of
Audit in 1937. The authority to audit state, county,
municipal and other local governmental entities as well as
recipients of grant funds is established in Tennessee Code
Annotated. The department is required to:

entities receiving grants from or through this
state shall cause a timely audit to be
performed, in accordance with auditing
standards prescribed by the comptroller . . .
• establish

minimum standards for the
performance of audits by the internal audit
staffs of local governments, special taxing
districts, utility districts, political subdivisions,
state departments, boards, commissions,
institutions, agencies, authorities or other
entities of the state . . .

• perform currently a post-audit of all accounts

and other financial records of the state . . . in
accordance with generally accepted auditing
standards and . . . such procedures as may be
established by the comptroller . . .
• make annually, and at such other times as the

general assembly shall require, a complete
report on the post-audit . . .

• ensure that the audits of municipalities, utility

districts, emergency communications districts,
internal school funds, charter schools, public
housing authorities, human resource agencies,
development districts, and other special
purpose governments are prepared in
accordance with generally accepted
governmental auditing standards and the
minimum standards as prescribed by the
Comptroller of the Treasury.

• certify to the fund balance sheets, operating

and other statements, covering the condition
of the state’s finances, as
by the
department of finance and administration, or
by the state treasurer, . . .
• serve as a staff

to the general assembly,
or to any of its committees, in making
investigations of any phase of the state’s
finances . . .

In addition, Tennessee Code Annotated authorizes the
Department of Audit to conduct investigations. Section
9-3-212(b) states that the Comptroller

• make annually an

of all the records of
the several counties of the state . . .

• perform economy

program results
evaluations . . .

audits

may require any audit required of any such
agency, or any investigative or review work in
addition to such audit which, in the exercise of
the comptroller's discretion, the comptroller
believes necessary to ascertain or correct errors,
irregularities, or defaults in the management and
disbursement of funds controlled by such
agency, to be conducted by the department of
audit.

efficiency audits,
and program

• require that audits to be performed by the

internal audit staffs of grantees or the internal
audit staffs of state departments, boards,
commissions, institutions, agencies, authorities
or other entities of the state shall be
coordinated with the office of the
comptroller . . . with standards established by
the comptroller . . .
The Department of Audit comprises two divisions—State
Audit and Local Government Audit—and employs
approximately 300 people. Each division is administered
by a director who is responsible for the audit function and
addresses audit concerns and issues in the division.

Both divisions coordinate with the Comptroller’s Division
of Investigations, which conducts investigations that
support the Financial and Compliance Audit and Single
Audit report timelines of State Audit and Local
Government Audit.
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The Department of Audit is a post-audit agency.
As such, it audits an entity’s basic financial
statements; its compliance with applicable
statutes, grant agreements, rules, and regulations;
and/or its past record of efficiency and
effectiveness at the end of a fiscal period. Preaudits, in contrast, are performed by an entity’s
staff to prevent fraud and errors, detect
deficiencies, and suggest improvements. The
most important distinction is that post-audits are
independent of the audited entity. In this respect,
a post-audit government agency is comparable to
a certified public accounting firm in the private
sector.
Because independence is so important in a postaudit agency, the Department of Audit is in the
legislative branch of state government. The
department is accountable to the General
Assembly and provides information to assist the
legislature in overseeing the use of public funds
and the efficient operation of government.

Auditing Standards
The Department of Audit performs audits in
accordance with auditing standards generally
accepted in the United States of America
promulgated by the American Institute of
Certified Public Accountants (AICPA) and
generally accepted government auditing standards
issued by the Comptroller General of the United
States in Government Auditing Standards (Yellow
Book) applying to financial and performance
audits and attestation engagements. The Yellow
Book incorporates auditing standards generally
accepted in the United States of America for
performance (i.e., field work) and reporting and
attestation standards promulgated by AICPA.

state government professionals. The purpose was to
ensure the department is following auditing standards
generally accepted in the United States of America and
Yellow Book standards.

The Department of Audit conducts its Single Audit in
accordance with the Single Audit Act as amended by the
1996 Single Audit Act amendments; Office of
Management and Budget (OMB) Circular A-133, “Audits
of States, Local Governments, and Non-Profit
Organizations”; and OMB “Uniform Administrative
Requirements, Cost Principles, and Audit Requirements
for Federal Awards” (Uniform Grant Guidance).

The peer review for the year ended June 30, 2016,
rendered a rating of pass on the department’s system
of quality control. Audit organizations can receive a
rating of pass, pass with deficiency(ies), or fail. In the
opinion of the quality assessment team, “the system of
quality control of the State of Tennessee, Office of the
Comptroller of the Treasury, Department of Audit in
effect for the period July 1, 2015 through June 30,
2016 has been suitably designed and was complied
with during the period to provide the audit
organization with reasonable assurance of performing
and reporting in conformity with Government Auditing
Standards in all material respects.” The next review is
scheduled for July 2018.

Peer Review
To comply with Section 8-4-102, Tennessee Code
Annotated, the Speakers direct the Department of Audit
to undergo a quality assessment review under the
auspices of the National State Auditors Association.
The most recent review was performed in August 2016
by certified public accountants and other federal and
3
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he Division of State Audit conducts financial and compliance audits, performance audits, information
systems audits, and attestation engagements. It also performs special studies to provide the General
Assembly, the Governor, and the citizens of Tennessee with objective information about the state’s financial
condition and the performance of the state’s agencies and programs. This division thus aids the legislature in
ensuring that state government is accountable to the citizens of Tennessee. In fulfilling this audit function, the
division issued 62 reports during the year ended June 30, 2017; an additional 88 audits were in progress at yearend.
This division includes five audit sections: Financial and Compliance, Information Systems, Sunset Performance,
Performance and Compliance, and Medicaid/TennCare. Highlights of the division’s work from July 1, 2016,
through June 30, 2017, are presented. Complete reports are available at www.comptroller.tn.gov/sa/
AuditReportCategories.asp.
In addition to auditing, the division reviews and comments on due process documents from professional
organizations and conducts technical research and training. The division also assists the Comptroller in the
formulation of state policy and regulations, either directly with representatives of state agencies or indirectly by
submitting comments about proposed policies and procedures.

Financial and Compliance Section

The Information Systems (IS) review staff are
responsible for obtaining and documenting an
understanding of internal control in the computerized
accounting and management information systems of
entities undergoing audits by other sections of the
division. Staff evaluate the effectiveness of general and
application controls and recommend internal control
improvements in audit findings.

The Financial and Compliance section conducts
financial and compliance audits of state departments,
agencies, and institutions. The objectives of financial
and compliance audits are
• to consider the entity’s internal control over financial

reporting as a basis for designing auditing
procedures to express an opinion on the financial
statements;

In the area of computer forensic analysis, evidence of
fraud and abuse may be found on subjects’ computers,
and the IS section works in support of the
Comptroller’s Office investigators, Office of General
Counsel, and individual state agencies to acquire,
identify, and analyze this evidence. The section uses
specialized software
and hardware to
recover evidence of
official misconduct
by state employees
and in support of
civil or criminal
action
against
persons or entities
engaging in illegal
activities resulting in damages to the state.

• to determine the fairness of the presentation of the

financial statements; and
• to recommend appropriate actions to correct

deficiencies.

Information Systems Section
To provide information for audit fieldwork, the data
retrieval staff write computer programs and use
specialized audit software to obtain information from
the state’s centralized accounting system, individual
agency application systems, and college and university
transaction files.

Division of State Audit
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Performance Audits

committee in its deliberations, as are our staff’s
presentations of the findings at public hearings, when
requested by the committee.

A performance audit is an independent examination of the
extent to which agencies and departments of state
government are faithfully carrying out their programs. The
audit reports assist the General Assembly and agency
management by

A limited number of other performance audits are
conducted based on the identification of risks in
statewide processes and programs or agency-specific
operations and activities.

• assessing the extent to which state agencies have

fulfilled their statutory mandate and the efficiency
and effectiveness of their organization and use of
resources;

Sunset Performance Section
In the Sunset Performance section, the audit effort is
mainly devoted to those audits required by the Tennessee
Governmental Entity Review Law.

• developing recommendations for management or

legislative action that might improve the efficiency
and effectiveness of the agencies’ operations; and

Performance and Compliance Section
The Performance and Compliance section devotes a
significant amount of its effort to audits required by the
Tennessee Governmental Entity Review Law. This
section also plays a vital role in its performance of a
substantial amount of the work required to complete the
state’s annual Single Audit, in coordination with the
Financial and Compliance section. As time allows, this
section also performs some risk-based audits.

• providing program and financial data.

Most of the performance audits are done to comply
with the Tennessee Governmental Entity Review Law,
known as the Sunset Law (Section 4-29-101 et seq.,
Tennessee Code Annotated), which requires the Joint
Government Operations Committee to review each
entity at least once every eight years to determine
whether the entity should be continued, restructured, or
terminated. Our audit reports are intended to aid the
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Medicaid/TennCare Section

As a result of testing the state’s compliance with the
requirements of laws, regulations, contracts, and grant
agreements applicable to each major federal program,
costs of over $43 million were questioned.

Under an agreement with the Department of Finance
and Administration, the Medicaid/TennCare section staff
perform the following audit and rate-setting functions for
the state’s TennCare program:

The Single Audit included an audit of the state’s basic
financial statements. This audit resulted in an unmodified
opinion on the basic financial statements of the State of
Tennessee for the year ended June 30, 2016. The audit
also determined that the Schedule of Expenditures of
Federal Awards was fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.

• Reimbursable rate computation and examinations for

nursing homes and Intellectual and Developmental
Disabilities facilities participating in the Medicaid
Program.
• Computations of reimbursement settlements and

prospective rates for Federally Qualified Health
Centers and Rural Health Clinics as required by the
Benefits Improvement and Protection Act of 2000.

Audit Reports Released by the Division
In addition to the Single Audit Report, separate audit reports
were issued on many agencies and institutions of state
government. The separate audits of the departments,
agencies, and institutions are not meant to serve as
organization-wide audits as described in the Single Audit
Act as amended in 1996 and the Uniform Grant Guidance.
Some, however, serve as segments of the organizationwide audit of the State of Tennessee; therefore, they
include the necessary tests for compliance with applicable
laws, regulations, contracts, and grant agreements and the
required consideration of the internal control.

• Cost settlements for state-operated Developmental

Centers serving
disabilities.

individuals

with

intellectual

• Technical,

financial, and budgeting support to
TennCare from nursing home paid claims extracts.

• Examinations

of TennCare Managed Care
Contractors (MCCs), who contract with the state to
provide medical services under the program,
performed jointly with the Department of Commerce
and Insurance.

Including the Single Audit Report, the division published
35 financial and compliance audit reports containing 100
audit findings and issued opinions on 62 sets of financial
statements. In addition, the division performed certain
other audit procedures for higher education facilities and
other state entities to assist them in meeting regulatory
requirements.

Single Audit of the State of Tennessee
During the year ended June 30, 2017, a major endeavor
of the division was the Single Audit of the State of
Tennessee for the year ended June 30, 2016, conducted
in accordance with the Uniform Guidance. The Single
Audit Report reflected
federal awards of
approximately $14.4
billion.

Financial and Compliance Reports
The division’s financial and compliance reports included
the following:

We noted instances
of noncompliance
that resulted in
qualified opinions on
compliance for 5 of
the state’s 19 major
federal programs. In
addition, we noted
other instances of
noncompliance that
met the reporting
criteria contained in
the Uniform Guidance. We also noted material
weaknesses and significant deficiencies in internal
control over compliance with compliance requirements
related to federal programs.

Division of State Audit

 Austin Peay State University
 Clean Water State Revolving Fund

 Department of the Treasury
 Dyersburg State Community College
 East Tennessee State University
 Local Government Group Insurance Fund
 Middle Tennessee State University
 Military Department of Tennessee
 Motlow State Community College
 Nashville State Community College
 Northeast State Community College
 Pellissippi State Community College
 Retiree Health Funds
 Roane State Community College
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Risk-Based
 Achievement School District
 Department of State
 Fiscal Review Committee
 Office of the Comptroller of the Treasury
 Tennessee Department of Veterans Services

 Roane State Community College Foundation
 Single Audit Report for the State of Tennessee
 Southwest Tennessee Community College
 Teacher Group Insurance Fund
 Tennessee Board of Regents System Office
 Tennessee Commission on Children and Youth
 Tennessee Consolidated Retirement System

Special Reports
 2016 Single Audit Report Summary †
 Annual Report on the Status of Submission of Title IX
Implementation Plans*

 Tennessee Education Lottery Corporation
 Tennessee Housing Development Agency
 Tennessee Local Development Authority
 Tennessee Residence Foundation
 Tennessee Sports Hall of Fame

Medicaid/TennCare Reports

 Tennessee State School Bond Authority

The division completed examinations of the following 8
nursing facilities:

 Tennessee State University
 Tennessee State University Foundation –







Endowment for Educational Excellence
Tennessee State Veterans’ Homes Board
Tennessee Student Assistance Corporation
Tennessee Technological University
The University of Memphis
The University of Tennessee
Walters State Community College

 Brookhaven Manor, Kingsport
 Countryside Healthcare and Rehabilitation, Lawrenceburg
 Erwin Health Care Center
 Lewis County Nursing and Rehabilitation Center, Inc.,

Hohenwald

 Mabry Healthcare and Rehab Center, Gainesboro
 Mayfield Rehabilitation Center, Smyrna
 Summit View Health Management, Inc., Knoxville

Performance Reports

 The Bridge at Monteagle

As listed below, the division released 19 performance
reports: 12 audit reports under the Governmental Entity
Review Law (7 from the Sunset Performance section [*]
and 5 from the Performance and Compliance section [†]);
5 risk-based audit reports from the Performance and
Compliance section; and 2 special reports, one from the
Sunset Performance section and one from the
Performance and Compliance section.

Other Activities
Between work led by the Sunset Performance and
Performance and Compliance sections, the Government
Operations Committee held 8 public hearings on 60
entities in the year ended June 30, 2017. At these
hearings, Division of State Audit staff presented 11 audit
reports covering 16 entities. Another 36 entities
submitted written responses to staff-prepared questions
based on the entities’ statutory authority and
responsibility. Additionally, the committee held a followup hearing on 8 entities and held 1 special hearing to
review the results of Single Audit work.

Governmental Entity Review Law
 Board of Chiropractic Examiners*
 Board of Dentistry *
 Department of Children’s Services*
 Department of Economic and Community
Development *
 Department of General Services †
 Department of Mental Health and Substance Abuse
Services*
 Department of Safety and Homeland Security *
 Tennessee Advisory Commission on
Intergovernmental Relations †
 Tennessee Alcoholic Beverage Commission †
 Tennessee Community Services Agency †
 Tennessee Housing Development Agency *
 Tennessee Human Rights Commission †

The division’s Medicaid/TennCare section also assisted the
Department of Commerce and Insurance in three Managed
Care Contractor (MCC) examinations. The summary of
findings included claims processing, supplemental
compensation reporting, and compliance deficiencies.
At June 30, 2017, the following audits
were in progress:
• 46 financial and compliance audits,
• 9 information systems audits,
• 22 performance engagements, and
• 11 nursing facility examinations.
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Division of Local Government Audit

T

hrough the Division of Local Government Audit, the Department of Audit is responsible for the audits of all
local governmental entities with statutory audit requirements as well as certain nonprofit and for profit
organizations that are publicly funded. The division may conduct the audit for governmental entities or accept an
audit prepared by the certified public accountant provided the audit meets minimum standards established by the
Comptroller of the Treasury. The division conducts the annual audits for 89 of the state’s 95 counties. Through a
contractual process with independent certified public accounting firms, the division ensures the performance of over
1,600 audits for the state’s remaining counties, municipalities, public internal school funds, charter schools, utility
districts, housing authorities, local government created entities, quasi-governmental organizations, and other
government-funded agencies.

Financial and Compliance Audits

• determines compliance with federal regulations and

state and local laws;

The division presently conducts audits in 89 counties.
These audits are assigned to teams that audit the various
offices and/or departments and entities of county
government. The audit staff is divided into four
geographical areas: East, Mideast, Middle, and West.
Each area is under the supervision of an audit manager
who is responsible for audit planning and supervision.

• obtains management’s representations with respect

to the financial statements, as well as the supporting
accounting data, and other items of disclosure;
• evaluates financial statement presentation to determine

conformity with accounting principles generally
accepted in the United States of America; and
• evaluates the validity of all evidence obtained

throughout the audit process to formulate an
opinion on the financial statements.

Scope of Activity
Post-Audit of County Governments

The Audit Process
The Division of Local Government Audit performs the
following general procedures as part of the financial and
compliance audit process:

The Division of Local Government Audit conducted
audits in 89 of the state’s 95 counties for the 2015-2016
audit year. A minimum of ten offices or departments in
each county was audited:

• evaluates the entity’s existing internal controls in the

appropriate areas of operation;

1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

• confirms

the accountability for receipts by
examining, for example, tax rolls, state and federal
revenue data, and letters of inquiry;

• determines the appropriateness of disbursements by

examining budget authorization, paid invoice files,
purchasing files, payroll records, and other financial
records;
• determines the authorization for transactions by review-

ing the minutes of meetings of county commissions,
school boards, highway commissions, and various
committees such as budget and finance, and purchasing;

Division of Local Government Audit
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County Trustee
County Mayor
Department of Education
Department of Highways
County Clerk
Circuit Court Clerk
General Sessions Court Clerk
Chancery Court Clerk and Master
Register
Sheriff

Contract Audits

The audits of all offices were for the fiscal year ended
June 30, 2016. The audit field work in each county is
conducted by an audit team. The size of the team is
determined by the complexity of the assignment.

The division fulfills its audit responsibility through a
contractual process with independent certified public
accounting firms who perform the audits for the
following Tennessee local governments:

Approximately ten weeks of field work are required,
including audit review and supervision by an auditor 4
and/or audit manager. The draft audit reports are
reviewed in the Nashville office and released. The
division also performs special audits and reviews as
requested or as deemed necessary.

Counties
 5 of the state’s 95 counties
 280 county-related entities
Municipalities
 342 municipalities
 65 municipal-related entities

Results of Audits
Audits of financial transactions for the year ended
June 30, 2016, conducted by the Division of Local
Government Audit revealed a net increase in cash
shortages of $2,465 and total ending cash shortages of
$633,216. Details of the latest cash shortages report are
available on the Comptroller’s website at
www.comptroller.tn.gov/la.

Quasi Governments
 177 utility districts
 85 housing authorities and 4 housing authority-related
entities
 18 human resource agencies and development districts
 104 other quasi-governmental entities

The Division of Local Government Audit conducted 89
audits for the year ended June 30, 2016, which disclosed
a total of 369 audit findings in 77 counties. Twelve
counties did not have any audit findings for the year
ended June 30, 2016: Bedford, Blount, Greene,
Hawkins, Lawrence, Lincoln, Overton, Tipton, Unicoi,
Warren, Weakley, and Williamson.

Schools
 148 public internal school funds
 59 charter schools and 1 charter school-related entity
 15 special school districts
The division further ensures that approximately 262
nonprofit and for-profit organizations are audited as
required by state contracts and agreements.

Information System Reviews
Most county government offices and departments in
Tennessee have automated all or a portion of their daily
operations. The information system (IS) review section
is responsible for evaluating those computer-based
accounting and information systems to determine
whether an entity’s existing procedures and controls
provide adequate assurance of data accuracy and
financial and operating statement reliability. An assistant
director supervises this section’s IS audit manager and
eight IS auditors, who are assigned to different areas of
the state.

The entities use standard contracts, prepared by the
Comptroller of the Treasury, which must be approved
by the Comptroller’s designees in the Division of Local
Government Audit before audit work begins. These
audits must be performed in accordance with generally
accepted government auditing standards and certain
other minimum requirements prescribed by the
Comptroller of the Treasury. In addition, the auditor
must comply with other federal and state provisions.
For the six counties, the division monitors the contract
audits in accordance with a four-year monitoring plan,
which includes a review of working papers prepared by
certified public accountants.

General and application controls of a county’s computer
hardware and computerized accounting and information
systems are evaluated. Findings resulting from this
evaluation are discussed with the appropriate officials and
included in the county’s annual financial report.

The Division of Local Government Audit approves the
audit contracts of the certified public accountants and
reviews each audit report to verify that it adheres to
applicable reporting requirements. If a local governmental
unit fails or refuses to have an audit, the Comptroller may
direct the Division of Local Government Audit, or may
appoint a certified public accountant, to perform the

Scope of Activity
Information System Reviews
As required by the division’s annual audit plan,
information system related controls were evaluated in
90 counties during the year ended June 30, 2017.
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• participation in the review of notifications made to

audit. If a nonprofit or for-profit organization refuses to
have an audit, the division works in connection with the
respective state funding agency to obtain an audit. The
division evaluates the audit working papers of certified
public accounting firms that audit the entities. The
objective of this review is to ensure that in addition to
standards prescribed by the American Institute of
Certified Public Accountants and Government Auditing
Standards issued by the United States Comptroller
General, standards prescribed by the Comptroller of the
Treasury have been followed. If the firm’s audit
working papers are deemed substandard, the
Comptroller of the Treasury takes appropriate action,
which might include referral to the State Board of
Accountancy.

the Comptroller’s Fraud Hotline.
The division also provides, upon request, assistance to
counties in resolving current problems with financial
administration, as well as answering questions on
various local governmental matters. The division
provides fiscal reviews of new legislation related to
county governments and works closely with the state
legislature with regard to the passage of new statutes for
county governments.

Statutory Referral of Utility Systems
Sections 68-221-1010(a) and 7-82-703(a), Tennessee Code
Annotated, require the Comptroller to refer financially
distressed municipal water and/or wastewater systems
and public utility districts to the state’s Water and
Wastewater Financing Board and/or the Utility
Management Review Board. Sections 68-221-1010(d)
and 78-82-401(h) of Tennessee Code
Annotated require the Comptroller
to refer water systems with
excessive unaccounted for water
losses. After the Division of Local
Government Audit refers
applicable facilities to the
appropriate board, the respective
board obtains and reviews a
proposed plan for correction by
the facility. If the board finds the
facility’s plan unacceptable, the board will recommend
an alternate course of action.

Scope of Activity
Monitoring and Review of Contract Audits
The division will monitor audits of
five county governments during the
next four years. The audit of Shelby
County was monitored for the year
ended June 30, 2016, and the audit
of Knox and Davidson counties will
be monitored for the year ended
June 30, 2017. For the year ended
June 30, 2017, the division reviewed
1,929 audit reports submitted by
certified public accountants for
audits of local governments and
other publicly funded entities.

Other Services
Technical Assistance

During the year ended June 30, 2017, the division referred
67 utility systems to the Water and Wastewater Financing
Board and/or the Utility Management Review Board. As a
result, several utility districts and municipal utility systems
are now operating or are on their way to operating on a
financially sound basis and/or are in the process of taking
measures to decrease their water loss rates.

In addition to the basic audit function and the
monitoring and review of audits by certified public
accountants, the division provides other services. These
services include
• providing information and assistance to facilitate

implementation of new auditing and accounting
standards;

Reviews of Funds Administered by District
Attorneys General

• submission of federal program data to the federal

During 2016, the division conducted reviews of District
Attorney General Funds, Judicial District Drug Task Force
Funds, and other funds the district attorneys general
administer in the state’s 31 judicial districts. Each review
covered the period July 1, 2015, through June 30, 2016.
The scope of each review was limited to the transactions
of the individual funds and did not include the overall
operation of the district attorneys’ offices.

clearing house on behalf of county governments;
• requesting technical data for pension and other

postemployment benefits note disclosures from the
State of Tennessee;
• maintenance of the uniform chart of accounts used

by county governments; and

Division of Local Government Audit
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Division of Investigations

T

he Comptroller’s Division of Investigations investigates allegations of fraud, as well as certain allegations of
waste and abuse of public funds. These cases frequently result in criminal prosecution. Part of the Division
of Investigations was in the Division of State Audit, and part was in the Division of Administration, until
January 2017.

Investigations are performed as a result of allegations
received through the toll-free Fraud, Waste & Abuse
Hotline; statutorily required fraud reporting forms;
misappropriations or other significant issues indicative
of fraud noted during routine audit work or audit report
reviews; information
received from certified
public accountants, other
state agencies, and
concerned citizens and/
or officials; and requests
received from local
District Attorneys
General, Tennessee’s
Office of the Attorney
General, the Federal Bureau of
Investigation, and other prosecutorial and law
enforcement agencies.

Bureau of Investigation, the Federal Bureau of
Investigation, and local law enforcement.
The division’s investigations also include an assessment
of internal controls and compliance with applicable laws
relative to the issues investigated. Investigators have
often found that weak internal controls or ineffective
management were contributing factors in losses
incurred as a result of fraud. In the resulting reports or
letters, the division identifies these internal control and
compliance deficiencies and recommends corrective
action. The investigations point out to officials the
importance of sound internal controls and compliance
with applicable laws and regulations. The investigators
also share the information with State Audit and Local
Government Audit for consideration in audits of the
affected entity.
During the fiscal year ended June 30, 2017, the division
released 34 investigative reports and letters revealing
losses of at least $841,131 due to fraud and cited an
additional $484,901 in waste and/or abuse. As a result
of these investigations, 19 public officials were indicted
on 189 felony counts. Most investigations also revealed
deficiencies in (or the absence of) internal controls; lack
of compliance with applicable laws and regulations; or
other problem areas that created an environment
conducive to fraud, waste, and abuse.

Results of investigations are presented in reports or letters
that document occurrences of improper activity. Reports
are forwarded to Tennessee’s Office of the Attorney
General, the local District Attorney General, and, when
applicable, the local Office of the United States Attorney
for any legal action deemed necessary. The division’s
investigators frequently work with local District Attorneys
General, Tennessee’s Office of the Attorney General, the
Office of the United States Attorney, the Tennessee

Comptroller of the Treasury
Fraud, Waste & Abuse Hotline

1-800-232-5454
Notifications can also be submitted at www.comptroller.tn.gov/hotline.
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Division of Investigations

Fraud, Waste & Abuse Hotline

T

he Fraud, Waste & Abuse Hotline received 914 notifications between July 1, 2016, and June 30, 2017. For
fiscal year 2017, the hotline received 709 telephone calls and the online reporting website received 205
submissions. Of the 914 total notifications, 462 concerned substantive allegations of fraud, waste, or abuse.
These notifications concerned a wide range of entities, including municipalities, counties, state agencies, federal
agencies, and non-profit recipients of government funds. A more detailed analysis is below. Substantive
notifications are investigated by Comptroller staff or are referred to the appropriate agency or program.
Of the 462 notifications referred for action, responses have been received on 351, and these are considered
closed. The remaining 111 are considered open.
The remaining 452 notifications were not assigned for review because they were either repeat notifications or
were not relevant to the purpose of the hotline. Notifications in the latter group include wrong numbers, hangups, general inquiries about the hotline, and requests for services provided by other agencies, such as benefits
assistance. Where applicable, the person making the notification is referred to the appropriate agency or
department that can provide assistance.

Reviewed by Comptroller of the Treasury –
Conflict of Interest

Results of Hotline Notifications
The following summaries are the results of hotline calls
upon which corrective action was taken for the year
ended June 30, 2017. Each summary is preceded by the
reviewing entity and the allegation.

The notification alleged that a city commission made
purchases from a business owned by a commission
member. The review substantiated the allegation and
determined that the commission purchased
approximately $900 in supplies from a business owned
by the commission member. An audit finding was taken
and a recommendation made for the city to follow state
law and its own policies on conflicts of interest.

Reviewed by City of Chattanooga Internal Audit –
Improper Use of City Vehicles and Equipment

The notification alleged that public works equipment
was being used for private purposes. The review
determined that public works was violating
its policy prohibiting the pickup of debris
generated by contractors. The review also
revealed that public works was not following
its policy against providing street sweeping
services on non-City streets. The results
were shared with the District Attorney.

Reviewed by Comptroller of the
Treasury – Conflict of Interest

The notification alleged that a city’s codes
enforcement employees were allowed to
inspect properties in which the employees
had a personal interest. The review
substantiated the allegation and
determined that the division did not have
adequate procedures in place to manage
conflict of interest situations. The review
resulted in recommendations that
management establish written policies and
procedures to handle conflict of interest
situations and should include a
requirement that division employees disclose personal,
business, and family-owned property interests.

Reviewed by Comptroller of the
Treasury – Conflict of Interest

The notification alleged that a city official
and family members were performing
services for the city and receiving
compensation for doing so. The review
determined that the city official and family members
received approximately $4,800 for services provided to
the city.
An audit finding was taken and a
recommendation made for the city to follow state law
and its own policies on conflicts of interest.
Fraud, Waste & Abuse Hotline
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Reviewed by Comptroller of the Treasury – Failure
to Follow Bid Requirements

standards. The review substantiated the allegation and
resulted in audit findings and recommendations that the
department ensure compliance with training standards.

The notification alleged that a county failed to request
bids for services. Although the allegation was not
substantiated, the review determined that the county did
not require the vendor to comply with the contract’s
terms. An audit finding was taken and a
recommendation made that the county correct any
deficiencies and require all vendors to comply with
contract terms.

Reviewed by Comptroller of the Treasury –
Improper Use of Agency Funds

The notification alleged that an employee was using
agency funds to pay for the employee and employee’s
family members’ cellphone bills.
Although the
allegation was not substantiated, the review determined
that the employee was allowing others to participate on
the agency’s governmental cellphone contract and be
billed for the service through payroll deductions
without proper board approval.

Reviewed by Comptroller of the Treasury –
Failure to Follow Bid Requirements

The notification alleged that a city paved a city parking lot
without going through the bidding process. The review
determined that the city failed to solicit bids for the paving
job even though it was over the city’s purchasing policy
threshold. An audit finding was taken and a recommendation made that the city comply with its purchasing policy.

Reviewed by Comptroller of the Treasury –
Internal Control Deficiency

The notification alleged that a city official was using the
city’s debit card for unauthorized purposes. Although
the allegation was not substantiated, the review
determined that the city was not retaining adequate
supporting documentation for purchases, was not
enforcing the city’s debit card policy, and did not
enforce the city’s trip reimbursement policy.

Reviewed by Comptroller of the Treasury – Failure
to Follow Established Internal Controls

The notification alleged that a county school
department fell victim to a phishing email scheme and
wired approximately $19,500 to a fictitious company’s
bank account. The review substantiated the allegation
and determined that school department management
did not follow established internal controls. An audit
finding was taken and a recommendation made that the
school department follow established internal controls.

Reviewed by Comptroller of the Treasury –
Internal Control Deficiency

The notification alleged that a town clerk was collecting
rent for use of the town’s civic center at the clerk’s
home and receipted and deposited the money at a later
date. The review substantiated the allegation. An audit
finding was taken and a recommendation made that all
money should be collected at the clerk’s office and a
receipt given to the customer at the time of collection.

Reviewed by Comptroller of the Treasury –
Falsified Invoices

The notification alleged a city’s water and sewer department made suspiciously large purchases of chemicals.
The review determined that a city employee submitted
false invoices for equipment, supplies, chemicals, and
services totaling approximately $210,000. Participants
in the scheme have been indicted.

Reviewed by Comptroller of the Treasury –
Internal Control Deficiency

The notification alleged that a county high school was
not adequately accounting for payments made to the
school for sports events and other activities. The
review determined that the school concession operators
were not following proper procedures for concession
sales. In addition, the review determined that the
school was not following proper purchasing procedures
by allowing staff to make approximately $19,000 in
purchases with personal funds and then receiving
reimbursement for the purchases.

Reviewed by Comptroller of the Treasury –
Improper Actions by Non-Profit Agency

The notification alleged that a non-profit was falsifying
records in order to receive payments under its contract
with the state. The review substantiated the allegation
and determined that the non-profit received over
$2,000,000 in improper payments. The director of the
non-profit pleaded guilty to criminal charges involving
over $1,500,000 in program funds. Ancillary participants
in the scheme have been indicted and are awaiting trial.

Reviewed by Comptroller of the Treasury –
Internal Control Deficiency

The notification alleged that a county sanitation
employee took and sold county scrap metal for the
employee’s personal benefit. The review substantiated
the allegation and found that the county did not have a
policy regarding the collection and sale of recyclable

Reviewed by Comptroller of the Treasury –
Improper Hiring Practices

The notification alleged that employees hired by a state
department did not meet state minimum training
13

Fraud, Waste & Abuse Hotline

materials.
An audit finding was taken and a
recommendation made that the county adopt a policy
on the collection and sale of recyclable materials.

their positions. Although the allegation could not be
substantiated, the review determined that the district was
not verifying the number of hours worked and lacked
oversight of the payroll function. An audit finding was
taken and a recommendation made that procedures
should be implemented to verify that time submitted
accurately represents the work performed.

Reviewed by Comptroller of the Treasury –
Internal Control Deficiency

The notification alleged individuals were using
volunteer fire department funds for personal purposes.
The review substantiated the allegation and identified
approximately $1,100 in misappropriations. Those
involved have been indicted for theft.

Reviewed by Comptroller of the Treasury – Time
and Attendance

The notification alleged that a county employee was
getting paid overtime for work that was not performed.
Although the allegation could not be substantiated, the
review determined that the county granted unearned
compensatory time and did not properly calculate
employee leave balances on numerous occasions. An
audit finding was taken and a recommendation made that
the county grant employee leave and calculate leave
balances in accordance with the county’s personnel
policy.

Reviewed by Comptroller of the Treasury –
Internal Control Deficiency

The notification alleged that a utility district employee
was using a district vehicle and district funds to
purchase gas for personal purposes. Although the
allegation could not be substantiated, the review
determined that the district had not established or
enforced sufficient internal controls over the fuel
purchasing process. An audit finding was taken and a
recommendation made that the district establish and
enforce sufficient internal controls.

Reviewed by Comptroller of the Treasury –
Untimely Payroll Checks

The notification alleged that county school employees
were not receiving their payroll checks timely. The
review determined that the school department failed
to ensure timely payroll processing. An audit finding
was taken and a recommendation made that the school
department should improve its payroll processes.

Reviewed by Comptroller of the Treasury –
Internal Control Deficiency

The notification alleged that a county highway
employee was stealing county gas and selling it to local
farmers.
Although the allegation could not be
substantiated, the review determined that the county
had not established sufficient internal controls over fuel
stored on county property. An audit finding was taken
and a recommendation made that the county highway
department establish sufficient internal controls,
including locking all fuel tanks.

Reviewed by Education – Failure to Follow School
Policy

The notification alleged that a school was not following
the school system’s lice and nit policy. The review
determined that the school failed to require evidence
that students had been treated for head lice upon return
to school because the school’s nurses were at a national
conference when the children returned to school. The
school district provided additional training to school
administrators that will help ensure the policy will be
followed.

Reviewed by Comptroller of the Treasury –
Misappropriation of City Funds

The notification alleged that a city employee was
misappropriating city funds. The review substantiated
the allegation and determined that the employee had
misappropriated approximately $32,000. The individual
was indicted for theft.

Reviewed by Environment and Conservation –
Conflict of Interest

The notification alleged that there were internal control
weaknesses in a park’s “Friends Group” due to the
group’s treasurer being married to a park employee.
The review substantiated the relationship, but did not
identify any inappropriate activity. The review resulted
in a recommendation that the employee not be a part of
any collections and counting of the group’s funds. The
employee agreed to no longer participate in the
collection and counting process.

Reviewed by Comptroller of the Treasury –
Nepotism

The notification alleged that a state agency was violating
its nepotism policy. The review determined that there
was a nepotism violation. As a result, the subordinate
employee resigned from the position.
Reviewed by Comptroller of the Treasury – Time
and Attendance

The notification alleged that employees of a utility district
were being paid an hourly wage not commensurate with

Fraud, Waste & Abuse Hotline
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to two employees; however, the review did not find
evidence to support the fact that providing the lunch
led to any special benefits to the company. The review
determined that the lunch did not exceed $50, so no
state law was broken; however, it did violate the Board
of Regents purchasing policy. A recommendation was
made that college management periodically remind
employees of the policy.
Reviewed by Tennessee Housing Development
Agency – Improper Actions by Service Provider

The notification alleged that a service provider was
mistreating clients, improperly handling food donations,
allowing drug and alcohol use, improperly terminating
clients, and improperly administering transportation and
childcare services. Although not all of the allegations
were substantiated, the review determined that the
provider was not following its grievance policy and that
the provider was not properly tracking food donations,
allowing for donated food to spoil. The contract with
the service provider was terminated.
Reviewed by Tennessee Housing Development
Agency – Improper Receipt of Housing Benefits

The notification alleged that an individual was over the
income limit for eligibility in an agency program.
Although the allegation was not substantiated, the
review determined that the individual did not report all
income, which would have resulted in a reduced
amount of assistance. The agency entered into a
repayment agreement with the individual.
Reviewed by Environment and Conservation –
Improper Use of State Vehicle

Reviewed by Tennessee Wildlife Resources
Agency – Time and Attendance

The notification alleged that a department employee
was using a state-issued vehicle for personal purposes.
The review determined that the employee had used the
state vehicle for personal purposes on one occasion
and the employee was issued an oral warning. The
review also resulted in a recommendation that
management periodically review the Department of
General Services’ vehicle use policy with employees
assigned state vehicles.

The notification alleged that agency employees were
falsely reporting their time and attendance. The review
substantiated the allegation and determined that the
employees’ supervisor was allowing the employees to
count their lunch hour as a work hour, thereby
shortening the employees’ work period. The supervisor
was given an oral warning, and the practice was
discontinued.
Reviewed by University of Tennessee –
Improper Use of Grant Funds

Reviewed by Tennessee Board of Regents –
Inappropriate Actions by an Instructor

The notification alleged that an employee was using
grant funds to purchase items for the employee and
the employee’s family. The review substantiated the
allegation and determined that the employee made
personal purchases totaling approximately $9,700.
The university terminated the employee, and the
employee repaid the questioned amount to the
university. The review also resulted in internal control
recommendations.

The notification alleged that an instructor was verbally
abusive to students. The review substantiated the
allegation, and the instructor was terminated.
Reviewed by Tennessee Board of Regents –
Inappropriate Actions in Contract Bid

The notification alleged that a company provided lunch
to employees in order to win bids on a contract. The
review determined that the company did provide lunch
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Reviewed by University of Tennessee –
Internal Control Deficiency

the employee’s spouse in violation of the university’s
nepotism policy. The review substantiated the allegation
and determined that the university employee allowed the
employee’s spouse to work for a grant subrecipient in
violation of the university’s nepotism policy. The spouse
was paid approximately $39,000 over a two-year period
for services provided. The review determined that the
university employee consulted with and received
approval from university human resources. The review
resulted in a recommendation that management work
with human resources on providing proper guidance on
nepotism issues.

The notification alleged that a university sports club team
was being double charged for certain expenses and that
club team funds were missing. Although the review did
not substantiate any fraudulent activity, it did substantiate
the allegation of duplicate expense entries and resulted in
recommendations for additional controls to ensure
accurate calculations for revenue and expenses.
Reviewed by University of Tennessee – Nepotism

The notification alleged that a university employee hired

Analysis of Substantive Hotline Notifications, Fiscal Year 2017
Reviewing Agency

Notifications

Closed

Open

2
1
6
1
4
1
363
8
4
4
7
1
8
3
4
6
1
2
1
4
1
1
2
6
4
2
10
1
4
462

2
0
4
1
4
1
278
3
3
4
7
0
7
0
4
5
1
2
1
4
1
1
2
6
2
1
2
1
4
351

0
1
2
0
0
0
85
5
1
0
0
1
1
3
0
1
0
0
0
0
0
0
0
0
2
1
8
0
0
111

State and Local Government
Agriculture
Attorney General
Board of Regents
Bureau of Ethics and Election Finance
Children’s Services
City of Chattanooga
Comptroller of the Treasury
Education
Environment and Conservation
Finance and Administration
Health
Human Resources
Human Services
Intellectual and Developmental Disabilities
Labor and Workforce Development
Mental Health and Substance Abuse Services
Safety
Secretary of State
TennCare
Tennessee Bureau of Investigation
Tennessee Commission on Aging and Disability
Tennessee Corrections Institute
Tennessee Higher Education Commission
Tennessee Housing Development Agency
Tennessee Wildlife Resources Agency
Tourist Development
Transportation
Treasury
University of Tennessee

Total
Fraud, Waste & Abuse Hotline
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About the Department of Audit
Professional Staff

T

he department’s professional staff perform a wide variety of audit work requiring different types of training
and experience. Therefore, members of the staff have degrees in fields such as accounting, public
administration, information systems, law, political science, criminal justice, education, and nursing. More than 80
of the professional staff have advanced degrees. The department encourages its employees to pursue
professional certifications such as Certified Public Accountant, Certified Information Systems Auditor, Certified
Fraud Examiner, and Certified Government Financial Manager. As of June 30, 2017, more than 150 employees
of the department had received one or more professional certifications.
The Department of Audit ensures its auditors receive the required continuing professional education to meet
certification standards and Government Auditing Standards. Auditors participate in the department’s in-house
training program as course developers, presenters, and participants. Over 15,000 hours of training were
completed during the fiscal year ended June 30, 2017. The Department of Audit fully supports its staff’s active
participation in local and national professional organizations, recognizing that these organizations contribute to
the staff’s continued growth.

Staff Certifications
June 30, 2017
100
90
80
70
60
50
40
30
20
10
0

CFE

CPA

CGFM

CISA

Local Government Audit

28

37

25

8

State Audit

57

61

28

9

CGMA
11

CPS

CIA

ACDA

3

1

1

1

Certified Fraud Examiner (CFE), Certified Public Accountant (CPA), Certified Government Financial Manager (CGFM),
Certified Information Systems Auditor (CISA), Chartered Global Management Accountant (CGMA), Certified Professional
Secretary (CPS), Certified Internal Auditor (CIA), and ACL Certified Data Analyst (ACDA).
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Expenditures
Fiscal Year Ended June 30, 2017

Travel
$ 1,024,881.06
4%

Other (supplies,
Services from other
training, etc.)
Other
(supplies,
training,
etc.)
state agencies
$ 444,912.49
Services from other
$444,912.49
$ 724,241.05
state agencies
1%
1%
Travel
$724,241.05
$1,024,881.06
3%
3%
4%

Salaries and
benefits
$25,385,144.
40
92%

Salaries and
benefits
$ 25,385,144.40
92%

Local Government Audit
$9,777,635.99
35%

State Audit*
$17,801,543.01
65%
*Includes a portion of Investigations

About the Department of Audit
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Contact Information

Office of the Comptroller of the Treasury
State Capitol
Nashville, Tennessee 37243
(615) 741-2501
Tennessee Comptroller of the Treasury
Division of State Audit
Cordell Hull Building
425 Fifth Avenue North
Nashville, TN 37243
(615) 401-7897
Tennessee Comptroller of the Treasury
Division of Local Government Audit
Cordell Hull Building
425 Fifth Avenue North
Nashville, TN 37243
(615) 401-7841
Tennessee Comptroller of the Treasury
Division of Investigations
Cordell Hull Building
425 Fifth Avenue North
Nashville, TN 37243
(615) 401-7907

Our Mission: To Make Government Work Better
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